Msukaligwa Municipality 

Financial Statements for the year ended June 30, 2009 

Accounting Policies to the Annual Financial Statements 


1 .1 1 Revenue (continued) 

Rental of facilities and equipment: 

Revenue from the rental of facilities and equipment is recognised on a straight - line basis over the term of the lease agreement. 

Government grants and public contributions 

Revenue from government grants and public contributions is recognised when all conditions associated with the contribution have been met 
or where the contribution is to finance property, plant and equipment when such items of PPE qualifies for recognition and first becomes 
available for use by the municipality. Where government grants and public contributions have been received but the municipality has not 
met the condition, a liability is recognised. 

The requirements of IAS 20 (excluding paragraphs 24 and 26) have not been met in the current and prior financial years as these 
requirements have been exempted in terms of Government Gazette 30013 of 29 June 2007. 

A government grant related to a non-current asset with a useful life (e.g. PPE, intangible assets, etc.) including non-monitory grants at fair 
value, are presented in the Statement of Financial Position as deferred income that is recognised as income on a systematic and rational 
basis over the useful life of the asset. 

Rates and taxes 

Revenue from property rates is recognised when the legal entitlement to this revenue arises. Collection charges are recognised when such 
amounts are legally enforceable. Penalty interest on unpaid rates is recognised on a time proportion basis. 

Fines 

Fines constitute both spot fines and summonses. Revenue from spot fines and summonses is recognised when payment is received, 
together with an estimate of spot fines and summonses that will be received based on past experience of amounts collected. 

Donations and Contributions 

Donations and contributions are recognised on a cash receipt basis or where the donation is in the form of property, plant and equipment or the 
contribution is to finance PPE, when such items of PPE qualifies for recognition and first becomes available for use by the municipality. 

Revenue from non-exchange transactions 

Revenue from recovery of unauthorised, irregular, fruitless and wasteful expenditure 

Revenue from the recovery of unauthorised, irregular, fruitless and wasteful expenditure is based on legislated procedures, including those 
set out in the Municipal Finance Management Act (Act No. 56 of 2003) and is recognised when the recovery thereof from the responsible 
councillors is virtually certain. Such revenue is based on legislated procedures. 

1.12 Borrowing costs 

Borrowing costs that are directly attributable to the acquisition, construction or production of qualifying assets are capitalised to the cost of that asset. All 
other borrowing costs incurred are recognised as an expense in the Statement of Financial Performance when incurred. 


- 16 - 


Msukaligwa Municipality 

Financial Statements for the year ended June 30, 2009 

Accounting Policies to the Annual Financial Statements 


1.13 Value Added Tax 

The municipality accounts for Value Added Tax on the cash basis. 

1 .14 Cash and cash equivalents 

Cash includes cash on hand and cash with banks. Cash equivalents are short-term highly liquid investments that are held with registered banking 
institutions with maturities of three months or less and are subject to an insignificant risk of change in value. 

For the purpose of the cash flow statement, cash and cash equivalents comprise cash on hand, deposits held on call with banks and investments in 
financial instruments, net of bank overdrafts. 

Bank overdrafts are recorded based on the facility utilised. Finance charges on bank overdrafts are expensed as incurred. 

1.15 Unauthorised expenditure 

Unauthorised expenditure is expenditure that has not been budgeted, expenditure that is not in terms of the conditions of an allocation received from 
another sphere of government, municipality or organ of state and expenditure in the form of a grant that is not permitted in terms of the Municipal 
Finance Management Act (Act No.56 of 2003). Unauthorised expenditure is accounted for as an expense in the Statement of Financial Performance and 
where recovered, it is subsequently accounted for as revenue in the Statement of Financial Performance. 

1 .1 6 Irregular expenditure 

Irregular expenditure is expenditure that is contrary to the Municipal Finance Management Act (Act No.56 of 2003), the Municipal Systems Act (Act 
No.32 of 2000), and the Public Office Bearers Act (Act No. 20 of 1998) or is in contravention of the municipality’s supply chain management policy. 
Irregular expenditure excludes unauthorised expenditure. Irregular expenditure is accounted for as expenditure in the Statement of Financial 
Performance and where recovered, it is subsequently accounted for as revenue in the Statement of Financial Performance. 

1.17 Fruitless and wasteful expenditure 

Fruitless and wasteful expenditure is expenditure that was made in vain and would have been avoided had reasonable care been exercised. Fruitless 
and wasteful expenditure is accounted for as expenditure in the Statement of Financial Performance and where recovered, it is subsequently accounted 
for as revenue in the Statement of Financial Performance. 

1.18 Foreign currencies 

The functional currency of the municipality is based on the currency of the primary economic environment in which the municipality operates. 

Transactions in foreign currencies are initially recorded at the prevailing exchange rate on the dates of the transactions. Monetary assets and liabilities 
denominated in such foreign currencies are retranslated at the rates prevailing at the reporting date. Exchange differences are included in the Statement 
of Financial Performance. 

1.19 Comparative information 
Current year comparatives; 

Budgeted amounts have been included in the annual financial statements for the current financial year only. 

Prior year comparatives: 

When the presentation or classification of items in the annual financial statements is amended, prior period comparative amounts are reclassified. The 
nature and reason for the reclassification is disclosed. 

1.20 Presentation currency 

These annual financial statements are presented in South African Rand. 
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1.21 Going concern assumption 

These annual financial statements have been prepared on a going concern basis. 

1.22 Offsetting 

Assets, liabilities, revenues and expenses have not been offset except when offsetting is required or permitted by a Standard of GAMAP, GRAP or 
GAAP. 

1.23 Reserves 

Capital replacement reserve (CRR) 

In order to finance the provision of infrastructure and other items of property, plant and equipment from internal sources, amounts are transferred from 
the accumulated surplus / (deficit) to the CRR. A corresponding amount is transferred to a designated CRR bank or investment account. The cash in 
the designated CRR bank account can only be utilised to finance items of property, plant and equipment. The CRR is reduced and the accumulated 
surplus / (deficit) are credited by a corresponding amount when the amounts in the CRR are utilised. 

The amount transferred to the CRR is based on the municipality's need to finance future capital projects included in the Integrated Development Plan. 


Capitalisation reserve 

On the implementation of GAMAP/GRAP, the balance on certain funds, created in terms of the various Provincial Ordinances applicable at the time, that 
had historically been utilised for the acquisition of items of property, plant and equipment have been transferred to a capitalisation reserve instead of the 
accumulated surplus / (deficit) in terms of a directive (budget circular) issued by National T reasury. The purpose of this reserve is to promote consumer 
equity by ensuring that the future depreciation expenses that will be incurred over the useful lives of these items of property, plant and equipment are 
offset by transfers from this reserve to the accumulated surplus / (deficit). 

The balance on the capitalisation reserve equals the carrying value of the items of property, plant and equipment financed from the former legislated 
funds. When items of property, plant and equipment are depreciated, a transfer is made from the capitalisation reserve to the accumulated surplus / 
(deficit). 

When an item of property, plant and equipment is disposed, the balance in the capitalisation reserve relating to such item is transferred to the 
accumulated surplus / (deficit). 

Government grant reserve 

When items of property, plant and equipment are purchased from government grants, a transfer is made from the accumulated surplus / (deficit) to the 
government grants reserve equal to the government grant recorded as revenue in the Statement of Financial Performance in accordance with a directive 
(budget circular) issued by National Treasury. When such items of property, plant and equipment are depreciated, a transfer is made from the 
government grant reserve to the accumulated surplus / (deficit). The purpose of this policy is to promote community equity by ensuring that the future 
depreciation expenses that will be incurred over the useful lives of government grant funded items of property, plant and equipment are offset by 
transfers from this reserve to the accumulated surplus / (deficit). 

When an item of property, plant and equipment financed from government grants is disposed, the balance in the government grant reserve relating to 
such item is transferred to the accumulated surplus / (deficit). 

Donations and public contributions reserve 

When items of property, plant and equipment are purchased from public contributions and donations, a transfer is made from the accumulated surplus / 
(deficit) to the donations and public contributions reserve equal to the donations and public contributions recorded as revenue in the Statement of 
Financial Performance in accordance with a directive (budget circular) issued by National Treasury. When such items of property, plant and equipment 
are depreciated, a transfer is made from the donations and public contributions reserve to the accumulated surplus / (deficit). The purpose of this policy 
is to promote community equity and facilitate budgetary control by ensuring that sufficient funds are set aside to offset the future depreciation charges 
that will be incurred over the estimated useful life of the item of property, plant and equipment financed from donations and public contributions. 

When an item of property, plant and equipment financed form donations and public contributions is disposed, the balance in the donations and public 
contributions reserve relating to such item is transferred to the accumulated surplus / (deficit). 
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